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1Introduction
This manual describes the Seed Business Management Tool, developed by Iowa State University 
(ISU) and the International Crops Research Institute for the Semi-Arid Tropics (ICRISAT). 
The tool (version 1.4 developed 8 May 2008) is specifically developed for (small-scale) seed 
companies to achieve two goals. The first is to help generate financial projections over a specific 
period to support the creation of a business plan. By entering all the required input data, the tool 
will generate an income statement and a balance sheet. The second aim is to support decision-
making by enabling the user to change one or more parameters of his/her business setup. If the 
data is entered according to the current situation and then certain parameters – prices, quantities 
or capital structure – are changed, the model will calculate the outcome in terms of production, 
profitability and balance sheet.
The model is built using Microsoft’s Excel. There are two files of the tool available. The blank one 
is ready to use with your own data. The completed one is filled with data from a fictitious seed 
company to give you an example of the workings of the model. The tool is structured around the 
Seed Value Chain and starts with the growing of seed, proceeds to the processing and storage, 
and ends with the sale and distribution of the seed. This manual is organized in the same way as 
the tool, and each of the following chapters represent one section of the tool.
For more information regarding the Seed Business Management Tool, please contact Dr Moses 
Siambi of ICRISAT-Malawi at m.siambi@cgiar.org
Use of the Model
Startup of the tool.
When you try to open the tool your computer might give the following warning:
The tool contains so-called macros and the security settings of Excel determine whether or not 
your computer is able to open the file. To allow Excel to open the tool, click ‘ok’. Then adjust the 
security settings: Go to Tools/Options. Select the ‘security’ tab. Press the button ‘Macro Security’ 
in the bottom. Then select ‘Medium’ or ‘Low’. Press ‘ok’. The security settings will now allow the 
tool to work properly.
Start using the model by completing the ‘Setup’ sheet. This prepares the model to make the 
correct calculations, using the right currency, etc. Data has to be entered per crop. The model 
allows data entry for five crops. The model has a specific worksheet in which to enter data for 
each crop for each step of the value chain. The top left cell of each worksheet indicates the crop 
for which data should be entered. 
It is not mandatory to use all five crops. If you want to use fewer than five crops, enter in the ‘Setup’ 
sheet only the crops you want to use and enter data for only those crops’ individual sheets. Three 
2specific sheets have to be completed for each crop. The first deals with the growing of the crop, the 
second with the processing and storage, and the final sheet deals with the sale and distribution.
In the sheets dealing with the growing of crops, there is a maximum of eight contract growers to 
work with. If you produce part of the seed, use the first column for your own production data and 
enter the data for the other contract growers, if applicable, in the other columns. Again, it is not 
mandatory to complete all the columns, but be careful to be consistent throughout the sheet and 
the model. The same applies to the ‘distribution’ sheets. There is space for seven distributors. 
If you do part of the distribution yourself, enter your own data in the first column, and the rest, if 
applicable, in the other columns.
After the crop-specific sheets, a number of sheets concerning the company as a whole have to be 
completed. These sheets deal with topics such as financing and operating costs.
All cells with dotted border and blue font must be filled. If a specific item is not applicable to your 
business or a specific cost category does not apply to your business, enter ‘0’ or leave it blank.
Version
This sheet gives information about the version of the Seed Business Management Tool, including 
history, description of the version, date and authors. It is important to use the same version of 
the manual and the tool. Please note which version of the tool you are using. There is no input 
required for this page.
Setup
The basic parameters are established in this sheet. It is important to start with this one before 
entering data in any other sheet.
Company name
Name of the company.
Year
Year for which the data is entered and the projections are made.
Maximum capacity of own storage
In case of own storage enter capacity in tons of seed. Otherwise enter ‘0’.
Bad debt
Average percentage of sales that is not paid for.
Average number of days for debtors to pay
Average number of days that you allow for your customers to pay you.
Average number of days of credit from creditors
Average number of days that you have to pay your bills (inputs, electricity, rent, etc).
3Currency
Currency in which your daily transactions take place.
Abbreviation
Abbreviation for the name of the currency (eg, USD for United States Dollar).
Exchange rate in US dollar
Value of 1 unit of local currency expressed in US Dollars.
4Crops
Name of the crops you grow (max. 5).
Contract growers
Names of the contract growers you deal with (max. 8).
Distributors
Names of distributors you deal with (max. 7).
Date completed
Date of entering the data.
Seed Growing
In this section of the tool, all costs concerning the growing of seed are considered. It is not 
mandatory to use all eight columns for contract growers.
Foundation seed price/kg
Price to purchase 1 kg of foundation seed.
Transportation cost/km
Cost of transport expressed per km. The model makes a distinction between the use of a large 
truck or a small truck (pickup). Both need to be entered.
Field inspection cost/hectare
Cost per hectare for field inspection by the government.
Seed rate/hectare
The number of kilograms of seed needed to sow one hectare of land.
Trust factor
This is a subjective variable, modeling uncertainty in doing business with contract growers. It is a 
proxy for the trustworthiness of a contract grower. A trust factor of 1 means 100% trustworthiness 
and a factor of 10 only 10%. A trust factor of 1 results in delivery of the full expected yield per 
hectare. A trust factor of 2 results in the delivery of only 90% of the expected yield. The factor is 
an indication of the quality of the contract grower. The lower the quality the less seed you get. 
Contract price
This is the total price you have agreed to pay the contract grower for the delivery of seed. Enter 
the total price and not the balance left to pay upon delivery.
Percent pre-payment
This is the percentage of the final price that you pay to a contract grower before or at the start of 
the season.
5Hectares contracted
This is the number of hectares of land that you have contracted from a contract grower. The 
contract grower is supposed to deliver the harvest of those hectares to you.
Expected yield
This is the yield that is expected from the growing of seed expressed in tons per hectare.
Expected demand
This is calculated by the model and derived from the worksheet ‘Seed Distribution x’.
Expected gross tons
This is calculated by the model using the expected yield and the total number of hectares contracted 
from all contract growers.
Anticipated tons of clean seed
This is the anticipated amount of seed available for sale. The model derives this figure using data 
from the next tabs to correct for storage losses, etc. This is the amount of seed expected to be left 
after all processing and storage is complete.
Total foundation seed cost
The model calculates this item using the number of hectares contracted, the seed rate and the 
price of foundation seed per kg.
Total km to deliver foundation seed
This is the distance that must be traveled in kilometers to deliver the purchased foundation seed 
to the contract growers. The number of kilometers must be entered per grower.
Transport type
Transport can be done using a large truck or a small truck (pickup). This depends on the amount 
of seed to be transported and whether the destinations for the seed are scattered or not.
Total foundation seed transport cost
This is calculated by the model using the number of kilometers and the chosen transport type.
Contract grower field visit costs
This includes the cost for (optional) visiting the field of a contract grower for inspection.
Contract grower training costs
If you incur costs related to training of farmers they can be entered here. It can be any kind of 
training. Enter only costs for training that are borne by you as the seed company.
6Contract grower contract costs
Establishing and building relationships with your contract growers takes time and money. The 
costs involved in this, either to establish formal relationships using legal contracts or more informal 
ways of building relationships, can be entered here.
Total inspection (certification) cost
This is the cost of mandatory government field inspections. The model calculates it using the 
number of hectares contracted and the inspection charges per hectare as entered.
Storage location
Enter here where seed is stored after harvest but before processing. There are three options in 
the drop-down menu: your own storage, a rented storage, or a storage facility at the processing 
plant.
Km to private or rented storage
If seed is stored in a private or rented storage, enter here the number of kilometers for transportation. 
If seed is stored at the processing plant, enter ‘0’.
Km to processing plant
Enter here the number of kilometers to the processing plant. Whether the seed is stored here or 
not, enter the number here since the seed must be transported to the plant anyway.
Transport type
Choose here the means of transport you use to get the seed to the storage facility or to the plant.
Gross yield
This is the gross yield obtained from the harvest. It is calculated using the number of hectares 
contracted and the expected yield.
Paid on gross or clean
The price paid to the contract growers can be based either on the gross or clean number of tons 
of seed.
Cleanout rate
This is the percentage of seed that is lost in the cleaning process. This percentage is used to 
determine the net yield of seed.
Net yield (ton)
This is the amount of seed left after the cleaning process. This variable is determined by the 
cleanout rate and the gross yield.
Tons charged
This variable is dependent on payment on gross or clean (net) yield. It is the number of tons for 
which you have to pay the contract growers.
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8Pre-payment
This variable is calculated using the pre-payment percentage, the number of tons charged and 
the contract price.
Final payment
This is the total amount to be paid to the contract grower minus the pre-payment.
Total seed cost per grower
This is the total cost for the seed per grower. In other words, it is the sum of the pre-payment and 
the final payment.
Total seed cost per ton 
This is the total cost for the seed per grower per ton. It is the total seed cost per grower divided 
by the number of tons.
Total cost per grower
This is the total cost for the production of seed per grower, including transport costs, inspection 
costs, transaction costs and foundation seed cost.
Total cost per ton per grower
This is the total cost per grower divided by the number of tons.
Total cost for all growers
This is the sum of the total cost for all growers.
Total cost per ton
This is the total cost of seed for all growers divided by the total number of tons of seed.
Seed Processing
In this section of the tool, the costs related to the processing and storage of seed are examined. 
If the item on any line is not applicable to your company just enter ‘0’ or leave it blank.
Gross tons from contract growers
Total number of tons received from contract growers before storage and processing (sum of the 
gross yields in row 44 from the ‘growing’ sheets).
Investment/ton before storage
Cost per ton of seed received from contract growers before storage and processing (investment 
per ton of seed until this stage).
Processing plant storage fee/ton/day
The seed can be stored (optional) before the actual processing. There are three options for storage 
– (1) at the processing plant, (2) in a rented storage, or (3) in your own storage. The storage can 
9be in one of these options or a combination of the three options. If no seed is stored prior to the 
processing, enter ‘0’. Enter the storage fee per day for storage at the processing plant.
Days stored
Enter the number of days the seed is stored.
Tons stored at processing plant/rental/owned storage
Enter the number of tons stored at the respective storage facility here.
Total processing plant storage cost
Total cost for storage of the indicated number of tons at the respective storage facility
Rental storage fee/ton/day
Enter here the storage fee if seed is stored in a rented facility other than the processing plant.
Maximum capacity owned storage
This number is entered in the ‘Setup’ sheet. Make sure you do not put more than the actual 
capacity. A warning will pop up if capacity is exceeded (summed over all crops).
Total pre-processing storage cost
Total cost for all stored seed in the different storage locations
Total pre-processing storage cost/ton
Total cost for storage per ton of seed 
Fumigation/ton
Cost of fumigation per ton of seed
Number of fumigations required
Number of fumigations required during storage
Total fumigation cost/ton
Total fumigation cost per ton of seed
Pre-processing storage and maintenance cost
Total cost for storage and maintenance before processing
Pre-processing storage and maintenance cost/ton
Total cost for storage and maintenance before processing per ton
    -  Percent loss of seed at processing plant storage
 Percentage of seed lost during storage at the processing plant
.
.
.
.
.
.
.
.
– 
.
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    – Percent loss of seed at rented storage
 Percentage of seed lost during storage at the rented facility.
    – Percent loss of seed at own storage
 Percentage of seed lost during storage in your own warehouse.
Average percent loss (per ton stored)
Average percentage of seed lost during storage, using the percentages as indicated above.
Total storage loss (tons)
Total tons of seed lost during storage.
Net yield for processing
Total tons of seed left after storage, including the losses during storage.
Total pre-processing cost of storage (opportunity) loss
Total cost of loss of seed during storage. This seed has been paid for but is lost during storage.
Gross tons (after storage and maintenance)
Total amount of seed available for processing (see also ‘net yield for processing’).
Investment/ton before processing
Total investment made so far per ton of seed until this stage (after storage).
Discards percent (average cleanout rate)
Percentage of seed lost during the cleaning process at the processing plant.
Percent of discards that can be sold
Some of the discards can be sold (eg, animal feed). Indicate the percentage you expect to be able 
to sell after processing.
Discards – value to sell per ton
Market value of discarded material per ton.
Salvage value for cleanout
Total revenue from selling the discarded material (number of tons × value per ton).
Processing cost/ton
Processing cost charged by the plant per ton. In case you own the processing facility, put here 
your actual processing cost per ton of seed.
Treatment cost/ton
Cost to treat one ton of seed (chemicals, etc).
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Certificate cost/ton
Cost to certify the processed seed, expressed per ton.
Bag cost/ton
Cost of bagging seed after processing per ton.
Label cost/ton
Cost of labeling seed after bagging.
Pallet cost/ton
Cost to store bags of seed on pallets for transport.
Total processing costs
Total cost for processing seed including bagging, labeling, etc.
Total processing costs/ton
Total processing cost divided by the number of tons of seed (after processing).
Net tons (after processing)
Tons of seed left after processing (net yield for processing minus cleanout rate).
Investment/ton of cleaned seed
Investment per ton of seed including processing.
Post-processing storage cost
See ‘pre-processing storage cost’ above.
Seed maintenance cost
See ‘seed maintenance cost’ above.
Post-processing storage loss
See ‘pre-processing storage loss’ above.
Net tons (after storage)
Number of tons of seed left after processing and storage (available to sell in market).
Total cost for storage and processing
Total cost for storage (pre- and post-processing) and processing.
Total cost for storage and processing/ton
Total cost for storage and processing divided by the number of tons remaining.
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Total cost until storage and processing
Total cost for obtaining the seed until this stage (growing until processing).
Total cost/ton of cleaned seed
Total cost for obtaining seed divided by the number of tons available to sell.
Seed Distribution
This section of the tool examines the cost of marketing and distribution and provides the opportunity 
to set the selling price of the seed. 
Expected net clean seed for distribution
Number of tons of seed available for distribution after storage and processing. This figure is 
derived from previous sheets.
Investment/ton of clean seed
Investment per ton of seed including growing, storage and processing.
Expected total tons marketed
Number of tons of seed expected to be sold in the market using the distributors. If distribution 
is (partly) done by yourself, use one column of distribution to enter your own costs (transport, 
marketing, etc).
Expected total tons not sold
Available tons of seed minus expected amount of seed to be sold. Try to keep this figure as low 
as possible by selling as much as possible through the distributors.
Trust factor
See also the trust factor in the ‘growing’ sheets. This trust factor deals with the relationship with 
your distributors and influences the amount of seed that is actually sold by the distributor. The 
higher the factor the lower the amount of seed sold. This is to model uncertainty in the market.
Expected tons marketed
Enter here the expected number of tons that the distributor will sell on your behalf.
Km to distributor
Distance in kilometers to deliver the seed to the distributor.
Transport type
Vehicle type with which to deliver the seed to the distributor. See also the ‘transport type’ in the 
‘growing’ sheets.
Total transport cost
Total cost to deliver the seed to the distributor.
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Landed cost per ton of seed
Total cost per ton of seed from growing until the delivery to the distributor (excluding marketing).
Landed cost at distributor
Total cost of seed until delivery to the distributor (excluding marketing).
% cost of goods sold for marketing
Budget allocated for marketing the seed as a percentage of the landed cost per ton.
Marketing/ton
Marketing budget per ton of seed.
Total marketing cost
Total marketing cost per distributor.
Landed cost including marketing/ton
Total cost per ton of seed at distributor including marketing.
Landed cost including marketing/distributor
Total cost of seed at distributor including marketing.
Total cost for transport and marketing/distributor
Total cost for transport and marketing per distributor.
Total cost for transport and marketing
Total cost for transport and marketing for all distributors.
Target sale price/ton
Selling price per ton of seed by distributor.
Final target margin
Gross profit margin on seed sold (excluding marketing cost). This is not the net margin since 
operating costs are not yet included.
Distributor share of selling price
Percentage of selling price the distributor gets for selling the seed.
Net tons marketed
This is the amount of seed (in tons) that the distributor actually sells. This includes the effect of the 
trust factor. A trust factor lower than 1 results in lower sales than expected (row 11).
Distributor earnings/ton
Total earnings for the distributor per ton of seed sold.
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Total distributor earnings
Total earnings for the distributor.
Business revenue/ton/distributor
Business revenue for the seed company per ton of seed per distributor. Calculated as selling price 
minus distributors’ share.
Business revenue/distributor
Total business revenue per distributor.
Total business revenue
Total business revenue for all seed sold by all distributors.
Total cost
Total cost of growing, processing and selling of seed.
Gross profit (loss)
Gross profit (loss) left after sale of the seed. This is the gross profit and not the company’s total 
profit. The gross profit is to cover all other costs by the company that are not directly related to 
the production and selling of seed (management, interest, etc). This will be further explained in 
the next chapters.
Operating Cost
This section of the tool deals with those costs that are incurred in running the company but are not 
directly related to the (volume of) seed produced and sold.
General management (per year)
Salary for the management of the company. In most cases this is the salary of the owner.
Other management costs (per year)
Payments to others involved in the management of the company (members of the board, for 
example). If not applicable, just leave it blank or enter ‘0’.
Employee wages
In this part you can enter the number of staff members you employ including their monthly salary. 
The model will calculate the total cost per year per staff member.
Markup for cost on top of salary
Employees cost more than just a monthly salary. There are costs such as pension contributions, 
medical insurance, etc, that must be covered. Enter an average percentage to be used on top of 
an employee’s salary to calculate your total staff costs.
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Hire labor
Costs for people who work for you but are not on your payroll (ie, not employed by you) are entered 
here. Enter the name or type of laborer you hire, including his rate per hour and total number of 
hours each person works per year. The model calculates the total yearly cost per person.
Indirect expenses
In this table you may enter other costs involved in running your company such as rent, utilities, 
telephone bills, etc, per month. The model will calculate the cost per year. There are seven blank 
rows to enter other types of indirect expenses.
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Financing
This section deals with the financial needs of the company and how they are met.
Required capital at startup
This section examines how much capital is needed to finance the production of seed. The total 
cost of production must be financed before the seed can be sold and any revenue will be made.
Growing seed
This is the total cost involved in growing the seed. The figure is derived from the ‘growing’ sheets 
for all crops.
Processing and storage
This is the total cost for all crops for processing and storage. The figure is derived from the 
‘storage and processing’ sheets.
Marketing and transport
This is the total cost of marketing and transport to distribute and sell the seed. The figure is 
derived from the ‘distribution’ sheets.
Operating Cost
This is the total operating cost incurred until the first seed is sold. The model assumes that 6 
months of operating cost have to be financed.
The total required capital at startup is the sum of the categories mentioned above.
Equity financing
Financing can come from two main sources: (1) risk bearing equity capital or (2) debt from banks 
or other sources. Equity can be provided by the owner by putting his own capital in the company 
or by an investor who buys a share in the company.
Own capital
Enter here your own capital that you are investing in your company.
Equity from investors
Enter here the equity capital that is provided by investors in exchange for a share in the company. 
If not applicable, enter ‘0’.
Debt financing
The funds coming from debt financing can have various sources: for example, bank loans, credit 
from your suppliers, an overdraft on your current bank account or informal loans borrowed from 
family.
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Long-term liabilities
Long-term liabilities (debt) are loans with duration of 2 years or longer. Enter the details per loan 
including loan amount, yearly interest rate and duration. There is a maximum of four long-term 
loans that can be entered.
Current liabilities
Current liabilities (short-term debt) are loans or credit that must be repaid within 2 years or less. 
Accounts payable and overdraft on current account are predefined. There is a maximum of three 
other types of short-term loans that can be entered.
Accounts payable
This is credit from your suppliers on purchases (chemicals, seed bags, furniture, etc). Usually, 
these forms of credit have to be repaid within a few months maximum. 
Current account bank (overdraft)
The bank is usually willing to provide an overdraft facility on your bank account. The amount you 
can withdraw in excess of your balance depends on your specific financial situation and will be 
decided upon by the bank. Enter to which extent you have actually used this facility (eg, you have 
an overdraft limit of USD 10,000, but you used only USD 3,000, then enter USD 3,000 here). 
Enter the applicable interest rate and the duration. If no specific duration is given by the bank 
enter ‘1’. If longer than 1 year, the bank treats it as a loan and not as an overdraft.
Finance needed
This is the summary from the upper part of this sheet and indicates the total finances needed to 
start your company.
Equity finance
This is the total amount of equity finance in your company.
Debt finance
This is the total of debt finance in your company.
Finance need (gap)
This is the difference between the capital needed and the capital available through equity and 
debt finance. The best way to exactly match the capital needed and available is by adjusting the 
overdraft on the current bank account. If there is still a gap left, then other sources of finances 
have to be found before the company can start producing seed.
20
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Assets
This section deals with the assets (capital) that are invested in the company. Assets such as land, 
storage facilities and vehicles are used to produce and sell the seed.
Fixed Assets
Under fixed assets, list productive items that last longer than one year such as buildings and 
equipment. 
Description
Enter here the description of the specific asset.
Category
The category of assets is important for the model to determine where to put the assets on the 
balance sheet. Choose from the pull-down menu.
Purchase value
This is the original value of the asset at the time of purchase.
Year of purchase
The year in which an asset is purchased. This is to determine the value of the asset to put it on 
the balance sheet.
Depreciation period
Each of the various fixed assets has its own specific depreciation period. Enter here the economic 
lifetime of the asset. This is the period when it is economical to keep using the asset. For example, 
a vehicle is not completely worthless after 4 or 5 years, but most companies depreciate them over 
4 or 5 years and then sell it and buy another one to keep maintenance costs low.
Rest value
This is the value for which you can sell your asset after its economic lifetime, for example, the 
value of a vehicle after 4 years.
Yearly depreciation
Based on the purchase value, lifetime and rest value – as entered above – the model calculates 
the yearly depreciation.
Current book value
This is the current value of an asset based on the purchase value minus the accumulated 
depreciation.
Yearly maintenance
This is the yearly cost for maintenance of an asset.
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Maint. % of purchase value
Enter here an estimate of the maintenance cost expressed as a percentage of the purchase 
value. For example, 10% of the price of a vehicle is needed yearly for maintenance.
CURRENT ASSETS
This category contains assets that last shorter than one year or can be sold or cashed in a short 
period of time. Examples are: stocks, money in bank accounts and accounts receivable.
Accounts receivable
This is money that your customers owe you. The model calculates this amount based on the 
average amount of credit you give your customers (days for debtors to pay) as entered in the 
‘Setup’ sheet.
Cash at bank
This is money you have in your bank accounts.
Cash at hand
This is money you have disposable in cash.
Inventory
The inventory is put on the balance sheet for the average amount it is worth during the year. This 
can be determined by estimating how long the seed is in your inventory on average. Enter the 
number of months you have the seed in your inventory. The model calculates the number of tons 
and its value based on the production costs and the time present in your inventory.
Income from assets
Enter here the income that is generated by your assets. This can be either from the sale of assets 
or rental income. Examples include a vehicle that has been disposed this year or (part of) your 
storage facility that is rented out to a third party.
Income Statement
The income statement presents an overview of total income and expenses for all crops. The total 
net profit available for the company is presented here.
TOTAL SALES
This is the value of the sales of all crops. This is calculated as the number of tons sold multiplied 
by the selling price per ton minus the distributors’ share.
TOTAL COST OF SALES
This is the total cost of the seed directly related to the production (growing, processing, etc). 
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GROSS PROFIT
This is the gross profit margin taking into account the cost of sales. The costs of sales, however, 
do not include all the costs of the company in a given period.
TOTAL OPERATING COST
This is the total of the costs not directly related to the actual production of seed. These are entered 
in the sheet ‘Operating cost’.
NET OPERATING PROFIT (LOSS) (before interest and tax)
This is the profit after deduction of the cost of sales and operating cost excluding the cost for 
depreciation and interest. This is sometimes referred to as EBITDA (Earnings Before Interest, 
Taxes, Depreciation and Amortization).
NET PROFIT (LOSS) (before tax)
This is the net operating result of the company after deduction of depreciation and interest.
TOTAL OTHER INCOME
This is income not related to the production of seed (sale of a vehicle, for example). 
TOTAL PROFIT (LOSS) (before tax)
This is the total profit of the company from seed production and other income together. Taxes are 
not yet taken into account.
TOTAL NET PROFIT (LOSS) (after tax)
This is the total net profit that is available to the company after deduction of taxes. If the applicable 
tax rate (entered in ‘Setup’ sheet) is 0%, this amount is the same as the total profit before tax.
The graphs represent an overview of the breakdown of the cost of sales and the operating cost.
To improve your understanding of the income statement, it might be interesting to lower or raise 
your prices in the ‘Distribution’ sheets to see what happens to the income statement.
Balance Sheet
The balance sheet provides an overview of the assets, liabilities and equity of the company. The value of 
the assets1 and liabilities are entered in the ‘Assets’ and ‘Financing’ sheets. Equity is considered as the 
part of the company owned by the owner(s). The equity of the company is derived using the formula:
EQUITY = ASSETS minus LIABILITIES
In other words, equity is the difference between the value of the company’s assets and the value 
of the loans and other debts and payables to finance those assets. It is the balance between what 
the company ‘owns’ and ‘owes’.
For further explanation see the various line items in the chapters on ‘Assets’ and ‘Financing’.
1   The model values assets at book value, which is purchase value minus accumulated depreciation.
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Ratios
Ratio analysis involves the comparison of two or more figures in the financial statements (balance 
sheet, income statement) to provide an indicator of the performance of the business. The 
calculation of business ratios is straightforward, but the value of them lies in their interpretation. 
The calculated ratios must be assessed in the context of the industry, sector and market in which 
the business operates – in this case the seed business sector in Africa. Furthermore, similar 
things must be compared. For example, comparing a start-up with a business that has been 
operating successfully for over 10 years will also be of limited value.
The formulas to calculate the ratios are provided in the sheet behind the specific ratios. There is no 
input required in this sheet; the model makes the calculations based on the financial statements.
Profitability
The ratios on profitability are derived from the income statement and are all expressed as a 
percentage. For a profitable business these ratios must be positive.
Gross profit margin
A business must make a sufficient gross margin to cover its operating cost if it is to make a profit 
at the operating level. Gross margins vary dramatically from industry to industry. In the software 
and publishing industries, for example, gross profit margins can be very high, possibly in excess 
of 90%. For a seed company, the gross profit margin depends on several factors (price setting, 
brand, competition), but will generally be somewhere between 20 and 50% since the cost of 
producing the seed is considerable.
Operating profit margin
The operating profit margin measures overall profitability after taking into account all operating 
costs. The business must be profitable at the operating level to be able to cover depreciation 
costs as well as interest expenses.
Liquidity and the balance sheet
The following ratios give insight on the liquidity position of the company, the relation between 
equity and liabilities, and the speed of turnover.
Current ratio
This ratio measures liquidity and indicates how many times the current assets (which can be 
readily converted into cash) are available to cover the current liabilities (short-term debt). This 
gives an indication of whether or not the company will be able to service its short-term debt.
Quick ratio
This ratio indicates how many times the assets that are already in cash or ‘nearly’ in cash are 
available to cover the current liabilities. It also gives an indication of whether the company can 
service its short-term debt, but is a stronger test than the current ratio.
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Owners’ equity ratio
This ratio indicates the percentage of the company actually owned by the owner(s). It expresses 
the value of the equity divided by the total of the liabilities + equity (or equity divided by total 
assets, see formula on page 25).
Debt ratio
This ratio indicates the percentage of the company that is financed with debt. It is the inverse of 
the owners’ equity ratio. The sum of the debt ratio and the owners’ equity ratio is always 100%. 
Debt service ratio
This ratio indicates to which extent the operating profit of the company is sufficient to cover the 
interest expenses. This is an important indicator for banks to assess the ability of a company to 
pay its interest expenses. A ratio of ‘2’ means the operating profit is enough to cover two times the 
interest expense. This ratio is also referred to as ‘interest cover’.
Inventory turnover
This ratio produces the number of times you sold the worth of your inventory. The example 2.5 on 
the next page indicates that the value of your sales is 2.5 times the value of your inventory. The 
higher this ratio the quicker you sell your products and the shorter they have to be kept in stock. 
For seed businesses this figure can be rather low, because seed is actually sold only during one 
or two periods a year. The average time the seed is stocked is relatively long.
Returns
The following ratios measure how efficiently the capital and assets of the company are used. To 
assess capital efficiency, figures from the income statement and balance sheet must be combined 
to calculate the various rates of return.
Return on sales
This ratio indicates the value of the net operating profit as a percentage of total sales. This indicates 
how much your profit is per dollar of sales. The difference between this ratio and the operating 
profit margin is that this ratio also takes depreciation and interest into account.
Return on assets
This ratio examines how efficiently the company is using its assets (capital base). In other words, 
this ratio indicates how much profit you make with each dollar invested in the company.
Return on equity
This ratio examines the return that the owner(s) of the company get for their capital invested in the 
company. This is an important ratio for the owner(s) since it indicates whether it is profitable enough to 
continue with the business or whether it would be more efficient to invest their capital somewhere else.
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